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IN THIS ISSUEAfrican economies are more 
vulnerable to internal shocks, such 
as drought or civil conflict, than to 
external shocks

Sub-Saharan Africa has experi-
enced a decade of economic 
growth and poverty reduction. 

But the sluggish global economy has 
raised questions about the sustain-
ability of this growth. To explore these 
questions, a recent paper by Devarajan, 
Go, Maliszewska, Osorio-Rodarte, and 
Timmer “stress-tests” Sub-Saharan 
African economies. In the context of a 
multicountry general equilibrium and 
micro-simulation model, the authors 
subject the economies to a series of 
external and internal shocks and derive 
the implications for growth and poverty 
reduction.  

To capture the main global trends 
and Africa’s role in the world economy 
to 2025, the authors use a baseline 
scenario that incorporates key driv-
ers of economic growth, including 
demographic changes, technological 
catching-up, and capital accumulation. 
The baseline describes a steady global 
recovery from the recent economic re-
cession in high-income countries and 
continued growth in developing coun-
tries. In this scenario developing coun-
tries, including Africa, have a gradually 
rising share in global GDP. 

For African countries this is very 
much a continuation of the robust eco-
nomic growth brought about by better 
policy and more stable governments 
since the mid-1990s. These conditions 
have produced rising standards of liv-
ing and faster human development 
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across different types of countries— 
resource rich and resource poor, large 
and small, landlocked and coastal. 
The baseline shows per capita income 
growing by 3 percent a year, resulting 
in a beneficial rightward shift of Africa’s 
income distribution between 2010 and 
2025. The share of people living in pov-
erty in the region falls to 31.1 percent at 
the $1.25 a day poverty line and to 44.5 
percent at the $2 a day poverty line.

How would adverse shocks disrupt 
this baseline economic performance? 
The authors examine the effects of a set 
of five hypothetical shocks both exter-
nal and internal to the region. Shocks 
that originate outside Africa include 
prolonged recession in high-income 
countries, prolonged recession coupled 
with a collapse of financial flows in 
and out of the region, and an OPEC oil 
supply shock. Shocks that originate in 
Africa include drought in several coun-
tries and civil conflict in key countries. 
Except for the cessation of global finan-
cial flows (which is unprecedented), the 
external and internal shocks are of a 
duration and magnitude that are within 
the range of historical norms. But their 
poverty impact is another story.

The analysis of the six scenarios 
looks at the change in household in-
come across the income distribution. 
The baseline case shows overall pro-
gressive effects, or inclusive growth: in 
general, the poorest households will 
gain more than the richest by 2015. In 
the alternative scenarios, despite the 
generally negative shocks, this inclu-
siveness is not completely reversed, 
but the effects across the income 

(continued on page 8)
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Whether an absolute or relative 
definition of “middle income” is 
used makes a big difference in 
analyzing middle-income traps

The term “middle-income trap” 
has entered common parlance 
in the development policy com-

munity. But it often has not been 
precisely defined in the incipient 
literature. Im and Rosenblatt, in a 
new paper, present a conceptual and 
empirical survey of the issues. Much 
as in the poverty measurement litera-
ture, the middle range of country in-
come levels can be discussed in either 
relative or absolute terms. The World 
Bank Group’s classification system, 
for example, is based on absolute 
thresholds that are fixed in time in 
real terms. Many recent papers implic-
itly follow a relative definition—often 
comparing the income per capita of 
middle-income countries with the U.S. 
level or some rich-country average.

Whether one takes a relative or 
absolute approach to thresholds 
matters for descriptive statistics. For 
example, from a relative perspective 
Latin America and the Caribbean is 
often cited as the classic case of a 

middle-income trap: a review of either 
the regional aggregate or individual 
countries shows that relative to the 
U.S. level, income per capita did not 
progress during the 20th century (fig-
ure 1, left-hand panel). But using an 
absolute definition, one might reach 
the conclusion that today’s high-in-
come countries themselves were stuck 
in a middle-income trap for much of 
the century. A comparison using 2008 
income per capita (in constant dollars 
adjusted for purchasing power par-
ity, or PPP) for Colombia and Poland 
shows that it was only in the late 1950s 
that the G7 economies surpassed 
Colombia’s recent income per capita 
and only in the 1970s that they all sur-
passed Poland’s (figure 1, right-hand 
panel).

The authors present empirical 
evidence in terms of both absolute 
and relative thresholds, using “old” 
techniques to examine the fairly “new” 
concept of middle-income traps. To get 
a better understanding of whether the 
performance of middle-income coun-
tries has differed from that of other 
income categories, they examine his-
torical transition phases in the inter-
country distribution of income based 
on previous work in the literature. The 

authors also use a patterns-of-growth 
analysis, reproducing earlier results by 
Lant Pritchett.

What are the conclusions of the 
transition matrix analysis? First, the 
probability of being a middle-income 
country and remaining one is lower 
than the probability of being a low- or 
high-income country and remain-
ing in those relative income brack-
ets. Moreover, in 14 of 48 occasions 
“middle-middle” income countries were 
able to move up to the upper-middle-
income bracket, and three transitions 
from “middle-middle” income to high 
income were recorded over the period 
1950–2008. “Middle-middle” income 
countries have also been subject to 
negative shocks and slowdowns in 
growth, resulting in “downgrades” in 
their relative income status. But these 
backward transitions were less frequent 
than the upward transitions. Being in 
the lower-middle-income group is more 
problematic—with more persistence—
and countries in this group have only 
an equally likely chance of moving up 
or down the ladder.

Analysis of cross-country pat-
terns of growth provides additional 

 
Middle-Income Traps

(continued on page 5)

Source: Based on data from Angus Maddison, “Historical Statistics for the World Economy: 1–2009 AD,” 2010 (database available at http://www.ggdc.net). 
Note: LAC = Latin America and the Caribbean. 
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Figure 1. Two Views of the “Trap”—Relative and Absolute Middle-Income Thresholds
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Oil price volatility hurts both 
importing and exporting countries. 
Hedging against it can yield 
significant economic benefits in the 
long run

Crude oil is still a critical driver of 
the world economy, and changes 
in the price of oil have signifi-

cant effects on economic growth, de-
velopment, and welfare in countries 
around the world. Many studies have 
documented the economic effects 
of oil price increases or decreases, 
and they typically show that for oil-
importing developed economies a 
given oil price increase is harmful to 
macroeconomic indicators, especially 
GDP. Taking this argument further, a 
new paper by Rentschler investigates 
the role of oil price volatility (the vari-
ability of consecutive positive and 
negative oil price shocks, as seen in 
figure 1) in Germany, India, Japan, the 
Republic of Korea, Malaysia, and the 
United States.

While previous evidence suggests 
that some countries (typically net 
oil exporters) can benefit from an 
increase in oil prices, this paper pres-
ents evidence that an increase in oil 
price volatility has negative economic 
effects on various types of economies, 
including net oil exporters. Using a 
sample comprising developed and de-
veloping, service- and industry-based 
economies as well as net oil exporters 

Oil Price Volatility and Economic Growth
and importers, the study shows that in 
1986–2011 oil price volatility caused 
considerable and statistically signifi-
cant damage to GDP in all the sample 
countries. 

The paper argues that an in-
crease in oil price volatility increases 
perceived price uncertainty for all 
countries—regardless of their trade 
balance—thus reducing planning 
horizons, causing firms to postpone 
investments, and potentially requiring 
expensive reallocation of resources. 
Formulating robust national budgets 
becomes more difficult: oil importers 
face uncertainty about import costs 
and fuel subsidy levels, and oil export-
ers face volatile revenues. This may 
be a particularly profound problem in 
budget-constrained developing coun-
tries that rely on revenues from oil 
exports or allocate large parts of their 
budgets to subsidizing fuel. While try-
ing to protect firms and households 
against price volatility on international 
markets, fuel subsidy systems expose 
governments to significant budgetary 
risks and lead to substantial economic, 
environmental, and social costs.

Moreover, the paper finds that the 
extent to which economic growth is 
affected by oil price volatility varies 
significantly across the different 
types of countries—for example, the 
estimated sensitivity measure for 
Malaysia exceeds that for the United 
States by a factor of 4. While further 
research is required to formalize these 

findings, the paper 
discusses factors that 
can explain differences 
in countries’ economic 
sensitivity to oil price 
volatility: the fossil fuel 
share in the national 
energy portfolio, the 
import-export ratio of 
oil, the production-
consumption ratio of 
oil, and the sectoral 
composition of an 
economy. The paper 
argues that developing 
countries typically have 
large industrial sectors 

(which rely on oil as a production 
factor), large fossil fuel shares in their 
energy mix, and energy-inefficient 
technologies—all of which make them 
more vulnerable to the negative effects 
of volatile oil prices. 

Using the estimated sensitivity 
measures in stylized simulations, the 
paper provides a sense of the magni-
tude of volatility-induced economic 
losses in different scenarios. It argues 
that there is a strong economic case 
for countries to hedge against fluctua-
tions on global oil markets by reduc-
ing exposure and vulnerability. As one 
possible hedging measure, the paper 
proposes investments in renewable 
energy sources, which have signifi-
cant economic benefits in the form of 
avoided GDP losses. 

Other policy measures may in 
principle be able to achieve a similar 
hedging effect: replacing fossil with 
nuclear energy, increasing energy 
efficiency, and developing structural 
and technological alternatives to make 
production processes less fossil fuel 
intensive. Short-term risk management 
instruments—such as physical re-
serves, strategic purchasing contracts, 
and financial instruments for hedging 
supply risks—can complement more 
structural policies. However, the paper 
also highlights that the nature and 
extent of the oil price volatility–GDP 
link are determined by country-spe-
cific parameters and hedging policies 
therefore must be designed country by 
country. 

The overall policy implications 
extend to other commodities—any 
internationally traded commodity with 
highly volatile prices can be expected 
to have a negative effect on countries 
that economically depend on it. In de-
veloping countries especially, hedging 
against this effect could help substan-
tially in reducing the vulnerability of 
economic activity and protecting the 
livelihoods of the poor.

Jun E. Rentschler. 2013. “Oil Price Volatility, Eco-
nomic Growth and the Hedging Role of Renewable 
Energies.” Policy Research Working Paper 6603, 
World Bank, Washington, DC.

Figure 1. Change in Quarterly Oil Price 
Percent
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How Do Workers Adjust to Trade Shocks?  
A new mapping of labor mobility 
costs across the developing world 
examines how workers adjust to 
trade shocks

Changes in trade policies—such 
as quotas, tariffs, sanitary mea-
sures, antidumping laws, or 

customs agreements—affect market 
conditions significantly and induce 
responses in wages and employment. 
But inefficiencies in labor markets im-
pede the process through which work-
ers and firms adjust to new market 
conditions. Moving costs, firing and 
hiring costs, and differences in sector-
specific skills can create frictions 
and contribute to labor market inef-
ficiencies. One consequence of such 
frictions is that trade shocks induce 
only gradual wage and employment 
responses. 

Nevertheless, relatively little is 
known about how sluggish labor mar-
ket adjustment affects economic well-
being. The assessment of these labor 
market responses requires estimates of 
the costs of labor mobility, but these 
estimates are seldom available in 
developing countries. In a new paper 
Artuç, Lederman, and Porto construct 
a map of estimates of labor mobility 
costs across the developing world and 
use these estimates to explore labor 
market responses to trade shocks. 

The authors use the United Nations 
Industrial Development Organization 
(UNIDO) database, which provides 
information on labor allocations and 
wages in manufacturing, to estimate 
a map of the labor mobility costs 
for 22 developed and 25 developing 
countries. 

The authors find that the costs of 
labor mobility are large, where the 
costs are defined as the lifetime wel-
fare loss faced by a representative 
worker who is forced out of a specific 
industry. On average, the labor mobil-
ity costs in developing countries are 
equivalent to 4.9 times the annual 
wage in manufacturing (figure 1). In 
developed countries the mobility costs 
are 2.4 times the annual wage—much 
lower, as expected. Adjustment costs 
vary significantly across regions (5.5 
times the wage in South Asia, 5.3 in 
Latin America, 5.0 in Eastern Europe, 
4.4 in the Middle East and North 
Africa, 4.3 in Sub-Saharan Africa, and 
3.3 in East Asia). 

The evidence suggests that the 
highest mobility costs are associated 
with formalization and changes in 
the industry of employment. It ap-
pears that formalization is less costly 
when workers enter formality within 
the same industry. These results are 
consistent with labor mobility costs 
being associated with industry-specific 
skills; otherwise entry costs into formal 

employment would not vary across 
industries. Similarly, switching indus-
tries or employment status appears to 
be less costly when entering informal 
employment. 

This result played an important role 
in the simulations of the effect of a 30 
percent decline in the price of manu-
factured goods. Total employment 
increases after the tariff reduction in 
the simulations. Yet informal employ-
ment increases more than formal em-
ployment as the share of the inactive 
working-age population falls. That is, 
the reduction in the tariff raises the 
expected real wage in nonmanufactur-
ing sectors, thus raising the opportu-
nity cost of remaining out of the labor 
market.

Labor mobility costs are negatively 
correlated with per capita GDP and 
positively correlated with poverty 
rates. They are also inversely corre-
lated with tertiary educational attain-
ment and schooling quality, but are 
uncorrelated with primary and second-
ary enrollment. And they are positively 
correlated with other frictions, distor-
tions, and constraints in the economy. 
Most importantly, the size of the labor 
mobility costs matters. It typically 
takes six years for a country to fully 
adjust to a trade shock, and the higher 
the mobility costs are, the longer this 
transition takes. The inability to adjust 
quickly is costly. 

The authors estimate trade adjust-
ment costs, which vary widely across 
countries. On average, the costs of 
adjustment to a trade shock in the 
food sector can be as high as the ac-
tual (static) gains from trade, while the 
costs of adjustment to a trade shock 
in the textile sector can be equivalent 
to about 60 percent of the gains from 
trade. These results confirm the im-
portance of incorporating labor market 
imperfections into the assessment of 
trade policy and trade shocks.

Erhan Artuç, Daniel Lederman, and Guido Porto. 
2013. “A Mapping of Labor Mobility Costs in 
Developing Countries.” Policy Research Working 
Paper 6556, World Bank, Washington, DC.

Figure 1. Density of Mobility Costs in Developing and Developed 
Countries
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Are there market conditions that 
cause corruption to increase? And 
what are the implications for the 
control of corruption? 

Economists normally associate 
competition with healthy and 
desirable market outcomes: 

economic models typically show that 
competition increases efficiency and 
consumer surplus and reduces dis-
crimination. But in a new paper Basu, 
McGavock, and Zhang show that un-
der certain conditions, corruption will 
flourish as competition increases and 
may be less pervasive when competi-
tion is less fierce. Policy environments 
that make corrupt practices unprofit-
able can root out the corruption that 
arises from competition. 

The standard economic model 
of corruption and crime is entirely 
amoral: the fact that an action entails 
corruption means nothing to the 
individual apart from its economic 
returns, which are considered in isola-
tion when deciding whether or not to 
choose an action. The authors break 
from this tradition and assume that in 
addition to corrupt people there also 
exist honest people to whom corrupt 
actions are distasteful no matter what 
the returns to being corrupt are. If 
market conditions are such that firms 
managed by corrupt individuals enjoy 
lower costs and higher profits—if, for 
example, they pay a bribe to avoid 
installing an environmental safe-
guard—competition will serve to en-
sure that corruption is widespread in 
the industry. The honest entrepreneurs 
are driven out of the market as “bad 
money drives out good.”

Consider first the polar case in 
which there are two types of people: 
the honest and the corrupt. The cor-
rupt people are like the standard 
description of human beings in eco-
nomic models, and the honest people 
are those who, given a choice, will 
never choose the corrupt option. If 
firms are managed by these individu-
als and fixed costs are lower for the 
firms that engage in corrupt practices, 

by standard competition firm profits 
will depend on the number of firms in 
the industry and, when that number 
is large enough, honest firms will 
find it economically undesirable to 
participate in the industry. Ultimately, 
beyond a certain threshold of competi-
tiveness, all firms in the industry will 
be corrupt when firm profits are too 
low for an honest firm to survive.

If we assume instead that indi-
viduals vary in their attitudes toward 
corruption and honesty (as indeed 
is real), there is still a critical level of 
competitiveness in the industry (as 
indicated by the number of firms) such 
that once an industry becomes com-
petitive beyond this level, corruption 
and bribery will be ubiquitous. In fact, 
interestingly, the authors’ theoretical 
model shows that even when individu-
al propensity toward corrupt behavior 
varies finely from the incorruptible to 
the totally amoral, the incidence of 
corruption still rises abruptly beyond a 
certain level of competitiveness in the 
industry.

The paper points to an important 
reason why corruption is so rampant 
in some industries. But it does not 
show that corruption is inevitable in 
competitive industries. In fact, corrup-
tion may be significantly less pervasive 
in the developed world than in the 
developing world because institutional 
arrangements and enforcement make 
it less possible or less attractive. The 
way to root out corruption in society 
is to ensure that corrupt behavior is 
not worthwhile for amoral individuals, 
either by ensuring that hiring for police 
forces selects innately honest people 
or by enacting policies of punishment 
that make it not worthwhile for officers 
to accept bribes.

Some societies may even establish 
self-enforcement norms whereby bad 
behavior is collectively punished by 
all and people punish bad behavior 
because not to punish bad behavior is 
itself bad behavior. Moving away from 
the textbook assumption that all hu-
man beings are amoral not only helps 
to explain the incidence of corruption 
in some industries but also highlights 

the important role of the distribution 
of morality in a society.

When Competition Corrupts 

Kaushik Basu, Tamara McGavock, and Boyang 
Zhang. 2013. “When Competition Corrupts: A 
Theoretical Analysis of Market Structure and the 
Incidence of Corruption.” Policy Research Working 
Paper 6596, World Bank, Washington, DC.

(continued from page 2)

Middle-Income Traps

Fernando Gabriel Im and David Rosenblatt. 
2013. “Middle-Income Traps: A Conceptual and 
Empirical Survey.” Policy Research Working Pa-
per 6594, World Bank, Washington, DC. 

support for the conclusions in the 
paper: growth patterns for middle-
income countries vary substantially 
from the “peaks,” “hills,” or “valleys” of 
Pritchett’s earlier work. 

While the empirical results show 
that middle-income countries do not 
really fall systematically into a “trap,” 
the concept of the middle-income trap 
is useful for guiding policy discussions. 
It recognizes the particular challenges 
faced by countries at that stage of de-
velopment. And it calls attention to 
the limited number of middle-income 
countries that have been fully suc-
cessful in attaining developed country 
status. At the same time, a certain 
amount of realism might be added to 
the discussion. The identification of a 
small group of fast “escapees” can lead 
to a form of “outlier worship.” The at-
tempt to grow at 7 or 10 percent could 
lead to unsustainable policies that 
eventually create the trap-like pattern 
of dismal growth that middle-income 
countries are trying to avoid in the first 
place. Gradualism may be more sus-
tainable and less risky—especially for 
upper-middle-income countries.
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What Drives the Performance 
of Utilities? 
Some utilities perform better than 
others. The reason? Ownership 
structures, regulatory governance, 
and corporate governance matter

Why do some infrastructure 
service providers perform 
well while others do not? A 

new book by Andrès, Schwartz, and 
Guasch uncovers the effects that pri-
vate versus public ownership, regula-
tory agency governance, and corporate 
governance have on the performance 
of power, water, and telecommunica-
tions utilities. By linking inputs and 
outputs over a 10- to 15-year period 
of reform, their analysis reveals why 
the effects of such variables result in 
significant changes in the performance 
of infrastructure service provision. 
The study uses original data on the 
performance of hundreds of utility 
companies—both private providers 
and state-owned enterprises—as well 
as regulatory agencies throughout 
Latin America and the Caribbean. 

While the debate about private 
versus public ownership of basic ser-
vice provision has divided the public, 
academia, and policy makers since the 
U.K. utility privatizations, the data in 
this analysis speak to a nuanced story-
line. Utilities that are privately owned 
and operated, on average, offer more 
efficient and better quality services 
than their public sector comparators. 
Losses and service interruptions go 
down, labor efficiency goes up, and 

the duration of outages shrinks (figure 
1). But there are important exceptions 
to this: about 1 in 10 public utilities 
perform better than the average private 
utility. Moreover, while private utilities 
have expanded access, on average, 
their access penetration has not grown 
faster than that of publicly owned utili-
ties. Tariffs of private utilities are not, 
on average, lower than the rates of 
public utilities, particularly for water 
and power. 

As the data reveal, efficiency im-
proves but consumer prices remain 
the same under private provision. This 
suggests that at least one of two things 
is happening: fewer subsidies are go-
ing into the sector to cover the cost 
recovery gap, or service providers are 
capturing a larger part of the benefits 
of efficiency (or both these things are 
happening). This highlights the need 
for regulatory capacity. In most infra-
structure services, consumers are not 
able to rely on competition to regulate 
prices and service quality. In power, 
water, and sanitation services as with 
fixed line telephony, natural monopoly 
traits still dominate. In some power 
markets generators compete for dis-
patch, suppliers may compete to sell 
power or water through existing wires 
and pipes, and fixed line telephony is 
more efficient when mobile services 
are competing. Nonetheless, for the 
most part, the lumpy investments in 
the assets that define infrastructure 
are not redundant. That is, the most 
efficient way to build the infrastructure 

remains a single network servicing in-
dividual households and businesses. 

Once that network is in place, 
regulation protects the relationship 
between the consumer and the utility. 
The data reveal that the law of separa-
tion of principal and agent—of service 
provider and regulator, as protector of 
the public interest—holds. Regulation 
brings better results for the consum-
er—fewer losses, fewer outages, more 
efficiency gains, quicker corrections to 
problems—and the stronger the regu-
lator’s capacity, the better the results. 
This is true for both private utilities 
and for state-owned enterprises. 
Stronger regulators also correlate with 
higher cost recovery, so even if average 
tariffs are a bit higher, everyone is 
better off, including the consumer. 

Hidden within the truth of aver-
ages, however, are wide ranges of 
performance results. What drives the 
state-owned utilities that perform as 
well as or better than private ones? 
The difference revolves around corpo-
rate governance and incentive systems. 
Performance is better in public service 
providers that have strong legal frame-
works, independent boards, incen-
tives for performance, and transparent 
finances.

Luis Andrès, Jordan Schwartz, and Jose Luis 
Guasch. 2013. Uncovering the Drivers of 
Utility Performance: Lessons from Latin 
America and the Caribbean. Directions in De-
velopment series. Washington, DC: World Bank.

Figure 1. Performance of Public and Private Electricity Utilities in Latin America and the Caribbean 
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Expanding Social Insurance Coverage 
in Urban China
Social insurance coverage has 
expanded in China, but a significant 
share of the urban population still 
lacks coverage

Among developing countries, 
China is unique not only in its 
rapid growth over the past 30 

years but also in its simultaneous 
gradual transition from a planned 
economy. Early after China’s economic 
reforms began, it became evident 
to policy makers that the provision 
of social insurance by government 
and state-owned work units under 
the planned economy would need to 
be reformed into a broader system 
more compatible with a functioning 
labor market and mobile workforce. 
Expanding social insurance coverage 
in China, one objective of the 2008 
Labor Contract Law, has been viewed 
as a means of promoting more equita-
ble access to protection from a range 
of risks, including old-age poverty, un-
expected medical expenses, disability, 
and unemployment.

A new paper by Giles, Wang, and 
Park presents recent survey-based evi-
dence highlighting both the progress 
made in increasing social insurance 
coverage and the significant difficulties 
in further expanding it. Pension cover-
age—as well as other social insurance 
participation rates—varies consider-
ably among different types of workers 

(figure 1). Workers formally employed 
in larger enterprises, local workers, and 
workers with more education are more 
likely to be covered by employer-based 
insurance than informal sector workers 
in smaller-scale or private sector firms, 
particularly migrant workers from rural 
areas and workers with less education. 
Differences between men and women 
in participation in employer-based so-
cial insurance programs are driven pri-
marily by differences in coverage at the 
industry level. The lower participation 
rate of women may be explained by the 
fact that women are more likely to be 
working in industries (such as services 
or commerce) in which employers are 
less likely to comply with mandates to 
provide social insurance.

Participation reflects both the 
decision of an employer to provide 
contributions to social insurance 
funds and the participation decision 
of a wage-earner—and a high “labor 
tax wedge” creates an incentive for 
employers and employees to collude 
in opting out of urban employee so-
cial insurance programs. (The labor 
tax wedge is calculated as [total labor 
cost − net take-home pay]/total labor 
cost.) The combined labor tax wedge of 
45 percent ranks among the highest in 
developing and developed economies, 
and a minimum required contribution 
creates higher labor tax wedges for 
workers earning less than 60 percent of 
the local average wage. 

The authors find that among local 
workers a 1 percent increase in the la-
bor tax wedge is associated with a 0.14 
percent reduction in the probability of 
participating in the pension program 
for urban workers. This result sug-
gests that social insurance programs 
might be more attractive to workers if 
both worker and employer contribu-
tion rates could be reduced. Reducing 
the labor tax wedge may be feasible if 
legacy costs associated with retirees 
from state-owned enterprises and gov-
ernment offices under central planning 
can be separated from the pension 
programs for current workers.

Among migrant workers in urban 
areas, the lack of portability created 
by institutional fragmentation likely 
creates the most serious disincentive 
for participation. Integrating the social 
insurance system, however, requires 
overcoming coordination problems 
among prefectures and cities differ-
ing in their capacity to finance social 
insurance programs. Moreover, to 
build confidence among workers that 
they will not lose contributions when 
moving, common procedures allowing 
workers to maintain an account when 
switching employers and moving geo-
graphically would likely raise the per-
ceived benefits to migrant workers of 
participating in employer-based social 
insurance schemes.

John Giles, Dewen Wang, and Albert Park. 2013. 
“Expanding Social Insurance Coverage in Urban 
China.” Policy Research Working Paper 6497, 
World Bank, Washington, DC.

Figure 1. Migrant Workers with Pension Coverage in Urban China, by Type of Enterprise Ownership
Share covered (%), 2005 Share covered (%), 2010
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distribution will vary, relative to the ref-
erence case, depending on the severity 
of the shocks. 

Comparisons across the six sce-
narios suggest that households in the 
sixth decile and below would gener-
ally not be worse off with a prolonged 
recession combined with restrictions 
on financial flows to Africa. This seems 
to confirm that Africa’s growth and 
poverty performance going forward, 
as in the recent postrecession period, 
will be generally more robust and 
relatively less sensitive to the state of 
high-income economies. Even so, any 
drop in financial capital flows will have 
severe effects on the richer households 
(the owners of capital). The opposite 
is true for droughts, which will hit poor 
households disproportionately hard 
because of the large share of food 
expenditures in their budgets. 

The region’s dependence on pri-
mary exports and commodity prices 
is reflected in the oil supply shock 
scenario. In contrast with the 1970s, 
today more and more African countries 
are exporting oil. By 2015 and relative 
to the reference case, higher oil prices 
and production in the oil supply shock 
scenario that benefit a growing number 
of resource-rich countries will offset 
the negative impact on oil-importing 
countries for the region as a whole. The 
conflict and drought scenarios, despite 
being modeled as shocks that do not 
deviate significantly from historical 
patterns, show the greatest damage to 
households’ welfare. This confirms that 

internal shocks such as wars and food 
price shocks still pose the greatest risks 
to Africa’s future, as in the past. 

Overall, the results suggest that 
African economies are fairly impervi-
ous to a prolonged recession in high-
income countries—unless it is accom-
panied by a disruption in global capital 
flows. These economies are more sensi-
tive to internal shocks, such as drought 
or civil conflict, even if those shocks 
follow historical patterns. Because of 
the economic dominance of the agri-
cultural sector and the share of food in 
household budgets, countries will need 
to increase the resilience of agriculture 
and protect it from unfavorable climate 
change impacts such as drought. As 
in the past, civil conflicts and violence 
will pose by far the greatest threat to 
Africa’s performance.
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